STATE OF MAI NE Docket No. 96-786
PUBLI C UTILITIES COW SSI ON
Sept enber 26, 1997

CENTRAL MAI NE POAER COVPANY | NTERI M ORDER
Petition for Approval to

Furni sh Gas Service in and

to Areas Not Currently

Recei ving Natural Gas Service

VELCH, Chairnman; NUGENT and HUNT, Commi ssioners

In this Oder, the Comm ssion rejects a per se rule that
prohibits electric utilities fromengaging in the gas
di stribution business. However, before Central Mine Power
Conmpany (CWP) will be permitted to serve gas custoners, certain
i ssues raised by CVMP' s status as an electric utility nust be
resol ved

On Decenber 20, 1996, Central Maine Power Conpany requested
authority to furnish gas service in and to areas not currently
receiving natural gas service. Petitions to intervene have been
granted on behalf of the Public Advocate (OPA), M d-Mai ne Gas
Uilities, Inc. (MdMine), the Town of Jay, the Industrial
Energy Consuner Goup (IECG, and Northern Utilities, Inc.
(Northern). At a Prehearing Conference, the Exam ner suggested
that, as part of the broad public interest standard to be applied
to a petition under section 2105, the Comm ssion should
prelimnarily decide whether an electric utility should be
authorized to becone a gas utility in areas where gas utility
service does not currently exist. The Exam ner invited the
parties to comment on whether the Conm ssion shoul d:

find that the public interest will not be
served by allowing CVMP to operate as a gas
utility, because of the electric utility’s
incentive to sell electricity, or for any
ot her reason, especially when gas service
does not currently exist?

Al parties filed coments.

CWP contends that there are no potential anti-conpetitive
consequences of its participation in a local gas distribution
conpany. Concerns regarding affiliated transactions, the use of
CMP' s rights of way and cross-subsidization fromthe electric
busi ness to the gas business or vice versa can be addressed when
CW files for approval under 35-A MR S.A 8 707 and 708 to
establish a gas business. At this time CWP° states that it nerely



desires approval under 35-A MR S.A 8 2105 to develop its plans
and establish a custonmer base and cannot imagine how it could use
a conditional certificate such as that granted to MdMaine Gas to
inhibit gas service in favor of electricity.

The OPA believes that CMP shoul d not be excluded from
obtaining a conditional certificate for gas service because CWVP
al so serves as an electric utility. The OPA notes that the
Comm ssi on has not erected any barriers that prevent CVP from
t el ecomruni cati ons ventures and to do so for natural gas
interests seens inconsistent. Furthernore, the OPA argues that
bl ocking CVWP fromentering the natural gas industry is
i nappropri ate because potential benefits would be lost. Wile
the OPA concurs that the Comm ssion nmust guard agai nst market
power abuses, such goals could be acconplished by inposing
conditions on any certificate issued as a result of this
proceedi ng rather than by the prohibition of CMP fromthe gas
busi ness.

M d- Mai ne Gas argues that CWVMP should not receive the sanme
treatment as M d- Mai ne recei ved because of the differences
bet ween CVP and M d- Maine. M d-Maine asserts that the issue of
public interest is “especially acute” where the petitioner is
presently engaged in a business which is in direct conpetition
with the proposed activity for which the enterprise now seeks
approval. In such an instance, the utility should be required to
denonstrate that the new activity will not be adversely affected
by the applicant's electric service. CM should denonstrate that
there woul d be no cross-subsidies which will allowit to
elimnate conpetition or unfairly burden electric customers with
gas costs.

Northern Utilities does not believe that CVP w il be able to
preclude other entities fromserving gas in the sane area in
which CWP is authorized to sell gas. Northern argues that issues
of cross-subsidization may arise, and lists five issues which
shoul d be revi ened:

1. How to properly allocate between electric and gas
custoners the cost of joint services such as netering
and billing;

2. How to preclude CMP from subsi di zing the nore

conpetitive gas services with revenue derived fromthe
nmonopoly el ectric services;

3. Should the electric utility be able to use its nane
recognition and custoner |ists devel oped under the
nmonopoly electric side of the business to the benefit
of its gas business;



4. Should the electric utility be required to create a
separate corporate identity to provide the gas service;
and

5. To what standards of conduct should the gas affiliate
be held in dealing wth its electric affiliate.

The | ECG argues that the Comm ssion should dismss CVW's
petition unless the Comm ssion finds that granting approval wll
not cause unfair conpetition or cross-subsidization, and that no
approval should be granted until these issues are addressed.

The Town of Jay requests that the Comm ssion address and
decide the issues in this proceeding in a manner that will not
precl ude, inpede or conplicate the provision of service by any
ot her provider of gas service in an area subject to the petition
of Central Mai ne Power Conpany.

DECISION

The Conm ssion recogni zes that there are conpetitive issues
associated wth Central Mine Power Conpany's becom ng a | ocal
gas distribution conpany. The existence of these issues does
not, however, require that we decide now that CVMP nmay not becone
a local gas distribution conpany. W can deal effectively with
conpetitive issues, as well as the affiliated interest and
cross-subsidy issues, at a |ater stage of the proceeding, and
avoid or mtigate any potential harm Mbreover, any per se rule
to prohibit an electric utility (soon to be transm ssion and
distribution or T& utility) fromentering the gas distribution
busi ness woul d be inconsistent with the Legislature’s recent
decision to permt affiliates of T&D conpani es to market
electricity after electric restructuring takes place in the year
2000. P.L. 1997, c. 316, 8 3, enacting 35-A MR S. A § 3205.
The Legislature decided, in the sale of electricity context, that
potential anti-conpetitive and affiliated transactions issues
shoul d be regul ated rather than prohibited.

In its coments, CMP appears to assune that it wll conduct
its gas business as a separate subsidiary, because CVP states
that section 708 approval will be required. W agree that a
separate subsidiary is appropriate. Moreover, we could expressly
condition a grant of section 708 approval on our reservation of
our authority to require divestiture of the subsidiary should
ci rcunstances warrant. See 35-A MR S. A 8§ 708(2)(A)(8).

We expect, and CWP acknow edges, that CWP will structure its
gas distribution venture in a manner whi ch addresses the cross-
subsidy and affiliated-interest issues raised in the comments of



the parties. W wll| address the adequacy of CVMP s actions in
this regard before final operating authority is granted.

We rem nd the Conpany (and all applicants) of the standards
for approval delineated in the Commssion's Order in Docket No.
96-465. Md Maine Gas Utilities, Inc., Docket No. 96-465, (M.
PUC, March 7, 1997). MdMaine Gas Utility was able to
denonstrate need in the areas in which it requested approval. In
its denonstration of technical ability, M dMaine was able to
di scuss who the conpany principals would be, how it woul d devel op
its system generally where the system woul d be constructed,
whi ch custoners would be targeted for marketing, and how nuch it
woul d cost to develop. A credible show ng of financi al
capability will logically be based upon sone estinate of what it
wll cost to develop a system and therefore nust follow the
denonstration of technical capability. Those sanme standards nust
be net by CMP and any other parties seeking approval to furnish
gas service in and to areas not currently receiving natural gas
servi ce.

Accordi ngly, we
ORDER

1. That CVP's application to provide gas service be
processed in accordance with the standards of approval
delineated in Docket No. 96-465;

2. That CVP may provide gas service only through a
separate corporate subsidiary.

Dat ed at Augusta, Miine, this 26th day of Septenber, 1997.

BY ORDER OF THE COWM SS| ON

Dennis L. Keschl
Adm nistrative Director

COWMM SSI ONERS VOTI NG FOR: Wl ch
Nugent
Hunt

Thi s docunent has been designated for publication






